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The Definition and Impact of Specialty Hospitals inkKansas
Evaluation and Policy Recommendations

Executive Summary

The 2006 Kansas Legislature included a provisbénappropriations bill for the Division of
Health Policy and Finance (now the Kansas HealtleyPAuthority [KHPA]) that required the
agency to:

...conduct a review and study of the issues reld@trgpecialty hospitals and a
review and study of the Kansas licensure laws amtdpare and adopt
recommendations concerning these issues and, tioydar, appropriate

definitions for “general hospital,” “special hosgiitand “specialty hospital” so
that the definitions under the Kansas hospitahtee laws properly define
specific categories of hospitals for licensure esagsary to reflect current medical
facilities...1

This study provides an overview of the issues aasst with the recent introduction of specialty
hospitals into health care markets in Kansas. @&sues associated with these new facilities
include: the financial impact of specialty hosgtah community, or general hospitals; the impact
of specialty hospitals on quality of care; the iripaf self-referrals by physician-owners of
specialty hospitals; flaws in Medicare reimbursetador procedures typically performed in
specialty hospitals; the utility of certificate méed programs and other policy tools that could be
used by state policymakers to impede the growtpetialty hospitals; and the appropriate
definition of specialty versus general hospitals.

Among the conclusions drawn by this study are titlewiing:

* Much of the growth in specialty hospitals can hdlaited to flaws in Medicare payment
rules, which allow physician self-referral and pd=voverly generous rewards for the
kinds of services provided by specialty hospitals.

* Physician ownership in specialty hospitals raiseslling questions about the impact of
financial incentives on patient care. However,rbeimpact of physician ownership and
self-referral on overall costs and patient carers/et been firmly established.

» Existing evidence does not clearly indicate whetherharm that specialty hospitals may
do to general hospitals and the community sertioeyg provide outweighs the value
specialty hospitals may add to patient quality emhpetition.

» State interventions to protect hospital marketstanmbrrectly align physician incentives
might best be addressed after the new Congress tfzence to address flaws in Medicare
physician and hospital payments.

This study is silent with regard to the appropridgdinition of a “specialty” or “general” hospital

for purposes of state licensure. There may bera@mtgublic policy value in better distinguishing
the general hospitals from other types of hospittdewever, this distinction does not currently
bear on payment or regulations that might affegtitication, operation, or market impact of
facilities commonly referred to as specialty haoggit This report focuses on evaluating the impact
of so-called specialty hospitals on the state,thedkey policy levers available to policymakers
should they choose to take advantage.

1 HB 2968 Sec. 35(i)
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Specific recommendations that follow from this exsion include:

Recently announced changes to the Medicare InfR&Ri@spective Payment System
(IPPS) will help address concerns about the ralgiiofitability of services provided in
general and specialty hospitals. KHPA should ipocate these changes into its
Medicaid inpatient reimbursement rates.

In an effort to provide a more transparent systentife funding of hospital services that
benefit the community, such as uncompensated oatbd uninsured, KHPA should
continue its work with hospitals to re-design theditaid DSH program to provide a
more consistent and better-targeted source of fignidir uncompensated care.

To monitor the potential impact of specialty hoalsitand other facilities on the quality
and cost of care in Kansas, data to support ongaiadysis of this impact should be
collected and maintained by KHPA.

The potential benefits of specialty hospitals aedjzated on the existence of a more
competitive and informed marketplace. KHPA recands a two-phase initiative to
provide greater health information transparencyctorsumers by i) working with
Kansas libraries to create a common destinatiopdbticly-available sources of
information on health care costs and quality, anelarking through the Data
Consortium to generate new sources of informatia ¢an be collated and shared with
consumers.

Introduction

The 2006 Kansas Legislature included a provisbénappropriations bill for the Division of
Health Policy and Finance (now the Kansas HealtltyAuthority — KHPA) that required the
agency to:

..conduct a review and study of the issues relatrgpecialty hospitals and a
review and study of the Kansas licensure laws artdpare and adopt
recommendations concerning these issues and, tioydar, appropriate
definitions for “general hospital,
that the definitions under the Kansas hospitahktee laws properly define
specific categories of hospitals for licensure esagsary to reflect current medical
facilities...2

special hosgitand “specialty hospital” so

The requirements of this proviso reflect issues@ntterns that have recently been raised at both
local and national levels regarding specialty hiadpi These concerns, as well as the complexity
of the associated issues, have led to a signifaamuiunt of investigative analysis at the federal
level and the number of studies and researchestmlblished over the past three years. A recent
article inTimemagazine (December 11, 2006), profiling the situnain Wichita, indicates the

level of national attention this issue is receiving

National concern about the impact of specialty itakpprompted Congress to include an 18-

2 HB 2968 Sec. 35(i)
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month moratorium on the approval of specialty hizdépias Medicare providers in the Medicare
Modernization Act (MMA) of 2003. The MMA also dited the Secretary of the Department of
Health and Human Services (HHS) to complete a stfidpecialty hospital referral patterns,
quality of care, and an evaluation of uncompenseded. In addition, the Medicare Payment
Advisory Commission (MedPAC) was directed to prepareport for Congress on specialty
hospitals.

Following the expiration of the moratorium, the @&s for Medicare and Medicaid Services
(CMS) suspended the enroliment of specialty holspitaMedicare until mid-February 2006;
however, the suspension was extended six monttisebipeficit Reduction Act (DRA) of 2005.
The DRA also required HHS/CMS to make another rgjgo€ongress examining issues of
physician investments and disclosure of such, disase¢he provision of care to Medicaid and
Medicare patients, and charity care. HHS/CMS prieskthe final report on August 10, 2006,
along with an implementation plan addressing varisaues related to specialty hospitals,
including Medicare reimbursement changes, spongalémonstration projects to promote
physician-hospital collaborations, and requirinfpimation from providers on physician
investment and compensation arrangements. Themssisn of specialty hospital enroliment in
Medicare ended at the same time.

KHPA staff reviewed reports, research articles stadies to prepare this report. In addition, we
met with Kansas Department of Health and Environri€BHE) Bureau of Child Care & Health
Facilities staff, as well as the author of a Kartdaalth Institute (KHI) study commissioned by
KDHE (Weisgrau, 2006) on the impact of specialtgpitals in Kansas. State statutes and
regulations governing hospital licensure were ngeid and other states were surveyed regarding
their licensing requirements and certificate ofch@@ON) programs. We also interviewed the
former director of the Kansas CON program. Finaillg met with representatives of general
hospitals and specialty hospitals, as well as tlesjpective membership organizations (the Kansas
Hospital Association and the Kansas Surgical Hasgissociation), to learn their perspectives on
the issue. We came away from those meetings eftbwed understanding of the complexity of
this issue.

Kansas currently has eleven hospitals that arergiyeegarded as specialty hospitals. There are
125 general hospitals in Kansas; 83 of the gemargpitals are designated as critical access
hospitals (CAH’s). Kansas is one of four statésn@ with Oklahoma, South Dakota and Texas)
where almost 60 percent of all specialty hospiad¢slocated (MedPAC, 2005).

Hospital — Definitions and Licensing

While there is no federal licensupé hospitals, most hospitals participate in thediare

program, so statutes, regulations, and other ga@aancerning Medicare apply to any
participating hospital. Title 18 of the Social 88ty Act, which authorizes the Medicare program,
defines a hospital as:

...primarily engaged in providing, by or under supgion of physicians, to
inpatients (A) diagnostic services and therapesgiwices for medical diagnosis,
treatment and care of injured, disabled, or siakqes, or (B) rehabilitation
services for the rehabilitation of injured, disabler sick persons 3.

3 Section 1861 of the Social Security Act.
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Federal regulations governing Medicare specify #mgthospital participating in the program
“...must be (I)licensed; or (a)approved as meetiagdrds for licensing established by the
agency of the State or locality responsible fogniging hospitals.”4 In Kansas, that agency is
KDHE. The State can impose any licensing requirdmiiieems appropriate as long as they are
not in conflict with any Medicare statutes or regidns.

The Hospital Manual, Publication 10, published g £defines a hospital as “...an institution
which is primarily engaged in providing to inpatignby or under the supervision of physicians”s
diagnostic, therapeutic, or rehabilitative servic&be term “inpatient” is defined as:

...a person who has been admitted to a hospitalddrdecupancy for purposes of
receiving inpatient hospital services. Generalheeson is considered an
inpatient if formally admitted as an inpatient witte expectation that he will
remain at least overnight and occupy a bed evaigthd later develops that he
can be discharged or transferred to another hogpithdoes not actually use a
hospital bed overnight.6

So, for the purpose of Medicare reimbursementfuiecritical factors in CMS’ designation of a
facility as a hospital in Kansas appear to beith@bvides care primarily to inpatients and that i
is licensed as a hospital though not necessaggnaral hospital) by KDHE.

KDHE defines a hospital as “‘general hospital, itical access hospital,” or ‘special hospital’.”7
A generalhospital is defined as:

...an establishment with an organized medical sfafhgsicians; with permanent
facilities that include inpatient beds, and withdigal services, including
physician services, and continuous registered psadaal nursing services for not
less than 24 hours every day, to provide diagrarsiktreatment for patients who
have avariety of medical conditions[@mphasis added]

A critical accesshospital (CAH) is defined in Kansas statute9 agember of a rural health
network that provides limited inpatient care (28$er less), provides 24-hour nursing care
whenever there are inpatients, and may use phgsasisistants, clinical nurse specialist or nurse
practitioners — under physician supervision — tovate inpatient care.

There is no category in the Kansas hospital licenstatute for a “specialty” hospital; however, a
specialhospital is defined, by KDHE, as:

...an establishment with an organized medical sfafhgsicians; with permanent
facilities that include inpatient beds; and withdizal services, including
physician services, and continuous registered psadaal nursing services for not
less than 24 hours every day, to provide diagrarsiktreatment for patients who

4 42 CFR 482.11.

5 CMS. Publication 10, Section 200, Revision 479, p. 19.
6 Ibid. Section 210, Revision 559, p. 21.3a.

7 K.S.A. 65-425 (j).

8 K.S.A. 65-425 (a).

9 K.S.A. 65-468 (f).
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havespecificmedical conditions.10enphasis added]

For KDHE licensure, the primary distinction betweegeneral hospital and a special hospital is
the breadth of medical conditions the patientsfiacdity have; however, KDHE does not
determine which of the two categories a facilitjnisbut allows hospitals to self-select. Neither
type of hospital is required by Kansas statutesdamtain an emergency department. Kansas
statutes also do not make a distinction betweetvtbénospital categories regarding the amount of
inpatient care. Examples of special hospitalsamsas include orthopedic hospitals, heart
hospitals, surgical hospitals, rehabilitation htapj and mental health hospitals.

Specialty Hospitals in Kansas

The types of hospitals at issue in this report, thiadl have generated so much policy interest
nationally in the last few years, do not coincidéhwvhe licensure class of special hospitals in
Kansas. A KHI issue brief released in DecembeB2fliserves that:

“specialty hospitals provide services in a singkdinal specialty, such as
cardiology or orthopedics. These hospitals howavemot the same as
psychiatric, women’s or children’s hospitals. Thogees of hospitals offer a
range of services. They are also different from @atory surgical centers, which
are restricted by Federal regulation from offefimgatient services, and do not
focus on a particular specialty.” (Bentley and #din, 2003)

Typically, specialty hospitals in Kansas do noeothe full range of services that are found in
general hospitals. For instance, specialty hdspita not generally offer emergency department
services, nor do they provide obstetrical care.

In addition to the various definitions, specialtspitals are organized under three basic
operational structures: national management chibatartner with local physicians, joint
ventures between a general hospital and local glaysi, and physician groups that go it alone. In
Kansas, 45 percent of specialty hospitals are ja@ntures with management companies, 22
percent are joint general hospital-physician op@nat and 33 percent are solely physician-owned.

Potential Definitions of Specialty Hospitals

A review of the literature shows multiple definiii® of specialty hospitals, and that Federal and
states’ definitions do not always agree. Defimi@also vary across the many studies of specialty
hospitals. The General Accounting Office — nowwnas the Government Accountability Office
(GAO) has conducted studies which describe spgdiaipitals as those that predominately treat
certain diagnoses or perform certain procedurdse GAO (October 2003) classified a hospital as
a specialty hospital if “the data indicated thav4hirds or more of its inpatient claims were ireon
or two major diagnosis categories (MDC), or twadBior more of its inpatient claims were for
surgical diagnosis related groups (DRG’s).” (p.2)

In its report to Congress, MedPAC established tkéaseria to define physician owned specialty
hospitals as:
* “be physician owned,
» ‘“specialize in certain services,
» “atleast 45 percent of the Medicare cases must bardiac, orthopedic, or surgical
services,

10 K.S.A. 65-425 (b)
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» ‘“or, at least 66 percent must be in two major diegic categories (MDC's), with the
primary one being cardiac, orthopedic, or surgieasles.” (MedPAC, 2005, p. 4)

The Medicare Prescription Drug, Improvement, andibtaization Act of 2003 (MMA), provides
this definition of a specialty hospital: “For tharposes of this section, except as provided in
subparagraph (B), the term “specialty hospital” ngea subsection (d) hospital (as defined in
section 1886(d)(1)(B) that is primarily or exclusiy engaged in the care and treatment of one of
the following categories:

“(i) Patients with a cardiac condition.

“(ii) Patients with an orthopedic condition.

“(iii) Patients receiving a surgical procedure.

“(iv) Any other specialized category of serviceattthe Secretary designates as

inconsistent with the purpose of permitting physicownership and investment interests

in a hospital under this section.”11

In its final report and accompanying recommendatiéfHS uses a general definition of specialty
hospitals containing core elements from the MediratMMA definitions: “hospitals exclusively
or primarily engaged in caring for one of the fallog categories of patients: patients with a
cardiac condition or an orthopedic condition; otigrats receiving a surgical procedure.” (CMS
Press Release, August 8, 2006)

Certificate of Need

Certificate of need (CON) is an option states msg/to regulate excess capacity of health care
services. In the 1960’s many states had CON l|haisrequired hospitals wanting to add new
beds, build new facilities, or expand servicesldmonstrate an unmet need in the community in
order to justify the new facility or service.

In 1974, Congress passed the National Health Rigramid Resource Development Act. The Act
directed that new health care facilities and addgito existing facilities must be approved byestat
agencies with programs created to approve cettificaf need. The law held that the scope of
CON review applied to all health care, not justatint hospital beds. States were mandated to
have CON programs in place by 1978 or face loddaxficare and Medicaid funding from the
federal government. In 1987, Congress repealedadtsdate and stopped subsidizing states that
had implemented CON (Choudry, Choudry and Breng@85) because many states had not
renewed their CON provisions and allowed their progs to sunset without facing sanction from
the federal government. Thirty-seven states have CON laws, although not all of these states
regulate hospital development or expansion (Amaridaalth Planning Association, 2005).

Some states regulate only long-term care facilgigsh as nursing homes and intermediate care
facilities for people with mental retardation (gggpendix A).

There is a negative correlation between states@@IN laws and the establishment of specialty
hospitals. The GAO found that about half of the pd®ulation lives in states where there are no
CON laws, and more than fifty percent of all gehbspitals are in those states. Those same

states have eighty-three percent of all speciasphals (GAO, October 2003). In states where

11 MMA, Section 507, Clarifications to Certain Exceptions to Medicare Limits on Physician
Referrals, (B) Definition — Section 1877(h) (42 U.S.C. 1395nn(h)) amended.

Kansas Health Policy Authority Page 7 of 29
February 2, 2007



CON legislation is enforced, there has been limiaivth in specialty hospitals and ambulatory
surgical centers (ASC’s). Conversely, in Kansasdlare no CON laws regulating the
development of specialty facilities. Kansas allowsdCON law to sunset in 1985.

KHPA surveyed states that have CON requiremenke ré&sults of the survey indicated that, for
the responding states, staffing and budgets ragetivo staff and an annual budget of
$40,000.00 to six staff and $1.3 million annual ¢etd States told us they all have established
application processes, collected application fard,have appeal processes.

CON is considered by critics to be governmentaliydensome and ineffective in controlling costs
and improving efficiency. Smith-Mello (2004), anreview of Kentucky's CON program, points
out that parties proposing new projects will somes “game the system” by breaking projects
into smaller ones to fall under the dollar thredhiblat triggers a CON review. This is easier in
states, like Kentucky, where the threshold is guitgn ($1.8 million).

In one of the few empirical studies of the relasioip between CON and health care costs, Duke
University researchers found that CON programsatttarized as mature were associated with
only a five percent reduction in per capita acatespending (including both ambulatory and
hospital care). Such CON programs did not comeldth statistically significant reductions in
hospital spending (Conover and Sloan, 1998). Thase authors found that elimination of the
CON requirements did not result in significant #ases of either new facilities or costs; indeed
mature CON programs were associated with highds g day and per admission when
compared to newer CON programs and states thatlmaithated CON.

In their review of previous CON studies, Conoved &hoan (1998) also noted there is little
evidence to indicate that CON has either a posgiveegative impact on quality of care. It could
be argued that concentrating medical care in exjgtcilities under a restrictive CON process
could produce higher quality health care in thasggeted facilities because of the established
relationship between high volume and quality of/mer, although that argument is less compelling
in the present context given that the new facditrequestion are (or would be) designed
specifically to support high volumes of a narrowafenedical procedures. In any event, the only
study to review the connection between CON andiigufaluind that stringent CON was associated
with higher mortality rates (Shortell and Hughe338).

When Kansas had a CON statute, three Health Plgigencies, located in Kansas City, Topeka
and Wichita, conducted preliminary reviews of apgions. These applications were then
forwarded to the State with recommendations. TheDffice reviewed six to ten applications
per month. New nursing facility beds were the nfiesjuently requested application.
Applications for new building projects or hospitedds usually took three to four months to
process. Hospitals were often reluctant to shdmemation related to new services because they
did not want their competitors to know about théms (G. Reser, personal communication,
2007).

CON application processes can be costly and timstaaing for providers. They may also
disadvantage smaller hospitals that do not havevelter can be devoted to preparing the
application. The process of CON has been desthlyanany who have experienced it as overly
political and not truly objective. Nevertheless,oQtry, et al. (2005) maintain that CON can be
modified to allow policymakers the ability to anoghte problems resulting from the growth of
specialty hospitals, and that the financial viapitif general hospitals can become a part of the
certification process.
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Rather than creating new CON laws, some statesthfiga alternative approaches to control the
growth of specialty hospitals and other faciliti€shese states have tried to dampen the potential
competitive incentives of specialty hospitals. Ewample, an annual tax of 3.5% of gross
revenues is imposed on ASC's in New Jersey thatatrewned by hospitals. The money is
deposited in a Health Care Subsidy fund that isl iseuncompensated hospital care. Oklahoma
addresses potential inequity by requiring new sggchospitals and ASC'’s to ensure that 30% of
their net revenues are from services provided tditéee or Medicaid patients. If the 30%
benchmark is not reached, providers must pay tofte state equal to the difference between
30% of annual revenues and care for Medicare ardiddigl patients. Those fees are deposited
into an uncompensated care fund. Californiaothiced legislation that would have prohibited
specialty hospitals from opening unless they opéramergency rooms that were open to all
patients (Choudry, et al. 2005).

Some states considered legislation in recent yedimit the development of specialty hospitals
and the expansion of ASC’s. All of the followingtiatives failed:
» Massachusetts, 2003, SB 641, HB 1860 - reintrodaaif CON requirements for new
hospitals.
* Indiana, 2004, SB 462, HB 1346 - establish a moxatoon construction of all hospitals,
ASC's, and health facilities until 2006.
e Mississippi, 2004, HB 1024, SB 2782 - establishaatorium on construction of new
specialty hospitals.
» Missouri, 2005, SB 316 - establish a moratoriuntonstruction of new specialty
hospitals.

Two states have enacted legislation restrictingvtjro
* Montana, 2005, SB 440 - moratorium on the constnaif specialty hospitals until July
2006.
» Washington, 2005, SB 5178 - moratorium on conswnaf specialty hospitals until July
2007.

In November 2006, the Idaho Hospital Associati¢h) submitted a petition to the Board of
Health and Welfare, calling for temporary suspemsibhospital licensing applications until the
2007 Idaho Legislature can weigh in on the speciadspital issue. The petition further states the
IHA plans to introduce CON legislation during th@0Z session. One of the primary reasons IHA
cites for taking this action is a severe nursingrstye in Idaho.12

Conversely, the Missouri legislature designateihtarim committee to study that state’s existing
CON law. Increasing concerns have been expredsad bss of revenue from hospitals in the
Kansas City area to hospitals on the Kansas sidaddition, two hospitals in the past four years
have successfully sued the Missouri Health FaedliReview Committee after being denied
permission to build new facilities.

Reimbursement

Hospital Payments
Many private insurers and state Medicaid prograntdiding Kansas, base their payments to

12 Idaho Hospital Association. (November 17, 2006). Petition submitted to Idaho Board of health
and Welfare.
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hospitals on the Medicare inpatient prospectivergay system (IPPS). It is important to
understand how that system works in order to unaedsa primary incentive for operating a
specialty hospital.

Within the IPPS (which began in 1983), each inpaiti&se is paid based on the diagnosis-related
group (DRG) in which it is categorized. Every DRG&ssigned a payment weight that reflects the
average amount of resources used to treat that DR®.basic Medicare payment rate is adjusted
by a wage index designed for the area in whicthtigpital is located. Adjustments are also made
for hospitals who serve a disproportionate shatewfincome patients and for approved teaching

hospitals to help pay for graduate medical edunatkinally, some cases that are unusually costly,
receive additional “outlier” payments.

The standardized amounts used for the IPPS arétdlospsts for Medicare patients in 1981 that
have been increased each year, at a rate detertwn@dngress. There are two standardized
amounts — for large urban area hospitals and fatlar hospitals.

While the IPPS is intended to standardize paymbate exists much variability in the average
relative profitability of DRG’s since the systems@esigned assuming every hospital would serve
a mix of cases that varied in relative cost anaésgv(MedPAC, 2005). Hospitals that perform a
large number of procedures paid at a higher rate the hospitals’ costs reap higher profits. The
MedPAC report found that certain cardiac and satgigarticularly orthopedic surgical - DRG's,
with relative low-to-moderate severity ratings, e/dighly profitable:

The current structure of the IPPS may create fihirecentives to specialize in
certain DRGs...

Because coexisting medical conditions that affeeesty (and cost) are known
and somewhat predictable, hospitals could obtd@ivarable mix that was likely
to be relatively profitable if physicians had a ideoof hospitals to which they
could admit patients and incentives to do so.

...Substantial differences in profitability acrosslamithin DRGs may arise
primarily from problems with the DRG definitiontiet DRG relative weights, and
the outlier policy. (MedPAC, 2005, p. 25)

Since the IPPS is a Medicare payment system, it beishanged at the federal level. The
MedPAC report recommended changes that will natripéemented until 2008 or 2009, since
CMS has just awarded a contract to study ways pfaring how the cost of care is used to create
the DRG weights. An additional contract was awdrieevaluate an alternative system of DRG'’s
that would include adjustments for severity. CMS&lied a final rule on August 2006 that will
phase in some of the DRG reimbursement changemreended by MedPAC, beginning in
October 2007. 13

Since much of the income of specialty hospitalse&®ifnrom Medicare payments and private
payers, the Kansas Medicaid and HealthWave proggranot in a position to use its hospital
reimbursement methodology to affect any changherpgyment incentives that have helped drive
the establishment of specialty hospitals — paridylsince Medicaid reimbursement is a small part
of the payments received by specialty hospitaland@s Medicaid does, however, subsidize
uncompensated care via Medicaid DSH payments, giraysome measure of relief for costs
hospitals might otherwise address with serviceslitat have been threatened by specialty

13 Federal Register, August 18, 2006.
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hospitals.

Physician Payments

Most insurers, including Medicaid programs, aldmtairse physician services using the Medicare
physician payment system as a benchmark — eitlygmgahat Medicare does or paying some
percentage of the Medicare rate. The Medicaresydtnown as the resource based relative value
system (RBRVS) was designed to be updated peribdarad to include annual increases.

Neither has occurred consistently, so physiciane lseen income from office services erode.

This has led physicians — notably certain spetsaligo look for ways to increase reimbursement.

Federal law, the Ethics in Patient Referrals Aciofkn as the Stark law), prohibits physicians
from referring Medicare or Medicaid patients todathich the physicians own or from which they
receive compensation. This law further expandstheyy of health care services to which
physicians cannot refer patients if the physicitaage a financial investment in the services.14
There are two primary exceptions to these proloibdti First, ASC’s are excluded. Not
surprisingly, a number of ASC’s have been builuaihthe country, and Medicare has developed
a separate reimbursement system for them. Thedeoaeption to the Stark law is the “whole
hospital exception.” Physicians may not invedtaspital departments, but may invest in entire
hospitals under the theory that a physician iskehlito be able to wield as much influence over
the profits of an entire hospital as he or sheaaikld over a department. 15

Hadley and Zuckerman (2005) point to the concurgemivth in specialty hospitals and the lack of
Medicare physician rate increases as one indicafitvow physicians are looking for ways to
augment their incomes. Others argue that evédreitlevelopment of specialty hospitals was
stopped, physicians would continue to push for ncorgrol over clinical decisions in hospitals, as
well as to look for broader economic opportunifi@sbson and Haught, 2005). Indeed,
Berenson, et al. (Berenson, Bodenheimer and Phadé) 21ote that their interviews in twelve
markets with hospital administrators, insurers, atieer stakeholders indicate three major drivers
for the development of specialty hospitals and isitydines within general hospitals:

» Physicians’ desire for more income

» Patients’ desire to receive diagnosis and treatinethie same place from their
recommending physician

* Physicians’ increasing demand for control overrteehedules and work conditions.

Core Issues and Arguments

Areas of Concern
The main issues of concern that have been raisestyard to specialty hospitals are physician self-
referral, unequal competition, and excess capacity.

Physician Self-Referral

Most studies that have looked at the physicianrséfrral issue have done so with limited data.
Specialty hospitals are still relatively new anéfisient data (particularly regarding physician
ownership) is difficult to come by; however, mudttlte data available does appear to support
concern about the issue.

14 42 U.S.C. § 1395nn(a)(1)(A)
15 42 U.S.C. § 1395nn(d)(3)
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Because of the whole hospital exception in thek3taw, physicians may invest in specialty
hospitals and can refer their patients to the halspihey own. Critics say this leads to “cherry
picking,” or ensuring that less complex and moifable patients will be referred by physician-
owners to specialty hospitals:

It seems clear that the intent of the Stark lawtéitions on physician self-referral
has not been achieved, largely because physicaresflgured out how to take
advantage of the broad exception in the law forises provided by self-referral
that occurs within their own practices or for seed they personally provide.
(Berenson, et al., 2006, p. w342)

Both a GAO report (GAO, April 2003) and the MedPAgport (MedPAC, 2005) confirm that
specialty hospitals do treat patients who aredadsand more profitable. The general hospital
stakeholders we spoke to agreed with this findimg) iported it was happening in their
communities; however, specialty hospital advocatgse that these facilities are designed for the
purpose of focusing on specific procedures forguasi not likely to have complications. They
argue that is a legitimate business decision.

A study limited to cardiac specialty hospitals irizéna also supports the contention that
physician-owners select more profitable patient®ter to their own specialty hospitals (Mitchell,
2005). Although, this study was criticized for h&ing able to clearly identify self-referrals
(Dobson and Haught, 2005), another recent revieghgs$ician-owned heart hospitals found that
physician ownership does affect where people receavdiac surgery (Stensland and Winter,
2006).

The report CMS was required to submit to Congresgerning specialty hospitals concluded,
“...as ownership levels increase, so do the percerdfghysician referrals to their owned
hospitals.” (Leavitt, 2005, p. 24) A draft repaliout the impact of specialty hospitals in Texas
noted that physician-owners referred 12 percenerpatients to their specialty hospitals than non-
owners did. This same study found that self-refeates were much higher for physician owners
of orthopedic hospitals, and that specialty hospiients in Texas are less sick and more likely t
have private insurance than patients seen in gemespitals (Chollet, Liu, Gimm, Fahiman,
Felland, Gerland, Banker, and Liebhaber, Octob8620General hospital representatives in
Kansas who spoke with KHPA report that peer pressuapplied by physician-owners of
specialty hospitals on non-owner physicians torrneédients to specialty hospitals.

One aspect of the physician self-referral issubkdsconcern that physicians’ financial stake in
specialty hospitals or the additional capacitydfitable procedures that specialty hospitalsdrin
to a community, or both, may induce demand forises/that may not have been needed. KHI
found (Weisgrau 2006) that the volume of specifiocedures in the Kansas City, Kansas area
increased significantly between 1995 and 2003, thithhighest increases occurring in the two-
year period during which specialty hospitals ertehe market. While those results do not
indicate induced demand, there has been a noteehbhge in the market. In Wichita there are
four specialty hospitals and two general hospitais1998, 1,400 heart by-pass surgeries were
performed but only 650 were performed in 2003 fFRatings, September 2004). These numbers
indicate that specialty hospitals in Wichita afdrig market share away from general hospitals,
not inducing demand. Stensland and Winter (200@)ever, report that studies of physician-
owners of labs, physical therapy facilities, an@aging centers tend to support the induced
demand theory. Indeed, the emergence of these tfffacilities in the early 1990’s led to
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amendment of the Stark law, prohibiting physiciati-eeferral to them. Again, Kansas general
hospital administrators confirm that this appearsd happening with imaging centers in Kansas.
The recent KHI study (Weisgrau, 2006) reported sovdaced demand may have occurred in the
Kansas City, Kansas hospitals market, but the &uhsign was not able to control for a potential
increase in the migration of patients and phys&i@om Missouri (a state with a CON law) to
Kansas.

Excess Capacity
Critics of specialty hospitals also argue thateghtrance of these facilities into local markets

creates excess capacity; however, studies do néitroathis argument. Guterman (2006) notes, in
his review of the first CMS report and the MedPApart, that specialty hospitals captured a
share of the existing market from their competitofée study in Texas confirmed, through
interviews with a broad range of stakeholders, tiwate was little concern there about excess
capacity because of population growth and incredsethnd for services in the overall health care
market (Chollett, et al., October 2006). Beren®arzoli and Au (2006) found, however, that
purchasers in three areas with significant numbgspecialty hospitals — Indianapolis, Little Rock
and Phoenix — believe the entrance of specialtpitads is driving health care costs up as general
hospitals raise their rates to offset businessttospecialty hospitals. Kansas general hospital
administrators also shared this belief, maintainivag the total cost of care goes up where so many
services are duplicated. Kansas specialty hosgialieholders, however, state that if physicians
own a hospital they have more incentive to as$essdst of new equipment or technology thereby
keeping costs down. They also argue physician-osvaie able to control costs better by
responding more quickly, for example, in changingmy contractors.

Unequal Competition

There is at least the prospect that additionalifiesi could introduce some measure of price
competition into hospital markets, although exigtatudies do not address this possibility.
Historically, health care markets have exhibitetisappointing level of savings from this sort of
provider competition. More common is the concéwat the nature of competition brought on by
the introduction of specialty hospitals into lorageling hospital markets is simply unfair. The
charge of unfair competition hinges upon the tiadél role of general hospitals providing the full
range of services of value to a community, botHitadole and unprofitable. Competition from
specialty hospitals is viewed as unfair becausemgtmospitals that provide emergency rooms and
other unprofitable services do so in part by dingrtevenue from profitable lines. Most specialty
hospitals do not provide significant amounts ofrithble care or serve many Medicaid patients.
CMS (U.S. Department of Health and Human Servi2z865) found the payer mix to be very
different between specialty hospitals and genesaphals:

Payer Mix
General hospital Specialty Hospital
Medicaid 7.0% 2.3%
Medicare 31.2% 22.5%
Other sources 61.8% 75.2%

The Texas study (Chollet, et al., October 2006Y¥iomed the differences reported by CMS,
noting 54 percent of specialty hospital patientsewgrivate pay compared to 31 percent in general
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hospitals. That study also found the followingeliénces related to Medicare and Medicaid
patients:

Specialty General
Medicare 34% 41%
Medicaid 3% 19%

Specialty hospitals focus on specific lines of hass and do not provide unprofitable services.
For example, orthopedic/surgery hospitals usuallyelno emergency departments and, while they
may have a small number of inpatient beds, thods bee rarely filled. By contrast, cardiac
hospitals more closely resemble general hospitdaise the nature of the procedures performed
in them is more likely to require an inpatient stagavitt, 2006). The KHI study (Weisgrau,

2006) found that one-third of the specialty hodpita Kansas billed a single DRG for more than
two-thirds of their patients.

General hospital administrators, including the omespoke with, are also concerned about losing
specialists who may no longer be willing to serga tall” at emergency departments. This can
result in more emergency cases being transferraddpitals farther away. Meanwhile, many
specialty hospitals are free of the Emergency Madiceatment and Active Labor Act
(EMTALA) requirements since they choose not to evemergency departments (Choudry, et
al., 2005). Kansas general hospital stakeholdgreees worry that workforce shortages are
worsening, especially in anesthesiology, due tgtioéferation of facilities. This is a challenge
the general hospitals’ ability to provide 24-hoare; seven days a week. One general hospital
administrator stated, “We’'ve become the trainingugid for specialty hospital staff.” Although
there are not significant pay differences for nsir$er example, specialty hospitals can provide
more amenable work schedules.

Financial Impact

In a report produced for the Wyoming Health Caren@ission (Fahlman, Felland, Banker,
Liebhaber, Chollet, Gimm, and Taylor, 2006), reskars noted that national studies demonstrate
specialty hospitals do not negatively affect therall financial performance of general hospitals.
KHI's study came to the same conclusion in its eiogl review of the financial impact of
specialty hospitals on general hospitals in Kangdthough it is difficult to understand how
facilities of this type could enter a market, commeha significant share of high-volume, high-
profit procedures in that market, and yet not dmalge to the bottom lines of competing general
hospitals, that is the conclusion to be drawn fevailable studies. This may be due, in part, to
actions general hospitals have taken to modify théing structure or business practices, e.g.
reducing staff, eliminating unprofitable servicesdeveloping their own specialty services.

The rise of specialty hospitals has refueled dealateit how to finance health care. While many
argue that competition ultimately promotes bettat/ar cheaper care to the patient, general
hospitals may be limited in their ability to compdtecause of the demands placed on them by
their community oriented mission — and by governtmeandates. Dummit points out that
communities and government expect general hospitaleeet surges in demand during flu
season or to respond to a natural disaster oritgrevent. This stand-by capacity adds to the
costs of these facilities, making it harder fomthi® be competitive.” (Dummitt, 2005) A
fundamental question is how this capacity and atim@rofitable community—oriented hospital
services should be paid for when specialty hospitakaten the market power general hospitals
have relied on to generate revenue.
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In a report to Congress, the Centers for MedicateMedicaid Services (CMS) pointed out that
because for-profit facilities pay taxes, while fimt-profit hospitals are exempt, the “net
community benefit” compared to the sum of uncomp@tscare and tax payments as a portion of
net revenue, is higher in specialty hospitals thageneral hospitals (MedPAC, 2005). However,
these additional tax revenues generated from patén largely diverted away from community
hospitals have not been captured by Federal nte §tavernments to address community health
care costs that general hospitals say are threhtgnthe loss of profitable business. Physician
owners, specialty hospital administrators and suppocite the CMS study to support the
argument that they provide financial contributidmshe local community, albeit differently than
general hospitals.

Potential Advantages
While the introduction of specialty hospitals ittealth care markets in Kansas has raised a
number of potentially troubling concerns, thesdlifaas may also present a number of advantages.

Increased Physician Control and Earnings

Many specialty hospital physician-owners indicéieytare very pleased with the structure of
specialty hospital arrangements, reporting theyase more control over their surgical schedules
than they do in general hospitals. In a speciaigpital, there are fewer surgeons to rotate between
operating rooms. Physician owners in specialty halspmay schedule multiple procedures back

to back without having to wait hours at a time kedw procedures as they do in the general
hospital. The physical layout of specialty hodpita also designed to meet the needs of the
physicians, making their procedures more conversgdtefficient for them to perform.

Physicians also earn more income than in the gehespital alone, by virtue of having more
control over surgical schedules. Specialty hokpianinistrators in smaller markets have asserted
that this added earnings potential makes it essigrcruit specialists to their communities. The
MedPAC (2005) report noted that “specialty fa@#tioffer financial incentives for physicians and
produce more efficient operations with higher-gyadutcomes than general community
hospitals.” (p. vii) Physician-owners also noteréhis less bureaucracy, and appreciate the fact
they are not required to be “on-call’ at a spegihtispital. Specialty hospital supporters say they
address unmet needs in their communities, and ssraewake up call to general hospitals,
indicating that they need to be responsive to patients and physicians to remain viable
(Dummit, 2005). Kansas specialty hospital stakedud reported that many of their physician-
owners talked with general hospitals about partrigss but their perception was that general
hospitals were not responsive to increased goveeby physicians.

Potential for Higher Quality

Some suggest the potential for these facilitiesfer higher quality services, higher patient
satisfaction, and lower costs. Based in the detnaied linkage between the volume and quality
of care in a facility, there is a reasonable exqtémt that an increase in the concentration of
procedures or treatments in a smaller number dftfes — as might occur with the introduction of

a specialty hospital into a hospital market — wdalttl to a higher overall level of quality.16

Some believe that specialty hospitals result inelbgiatient care and outcomes because physician-

16 Quiality studies reviewed for this report compared outcomes of care in general and specialty
hospitals, but did not address the impact of competition on the overall level of quality in the
market.
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owners participate more directly in managementsi@es. It has also been suggested that “care in
such facilities is organized along product linebytype of iliness, and economies of scale could
occur and result in lower production costs.” (Ma@tth2005, w5482) Choudry et. al (2005) note
the American Surgical Hospital Association (ASHAg@ment that specialty hospitals “...improve
patient satisfaction by:

» ‘“providing patient centered care

» “simplifying bureaucracy

* “improving outcomes

« “focusing on a narrow range of procedures perforinddgher volumes lowering costs

and expanding access through economic efficiencies.

Specialty hospitals have fewer patients than géhesspitals. Because of the increased nurse to
patient ratio, nurses are readily available to loeenmesponsive to patient needs. Patients therefor
perceive they are receiving more individualized batter care. If nurses can provide more
attention for each patient, patients may experiashcegter lengths of stay and improved patient
outcomes. (MedPAC, 2005)

High Patient Satisfaction

Physician-owners of specialty hospitals frequepdint to high patient satisfaction as an indicator
of the support of their facilities. These facil#iesmall size and narrower purpose may make it
easier to accommodate both care and comfort. DUKHPA visits to Kansas specialty hospitals,
we observed quiet environments and comfortable sdarmvhich patients could recover.
Following a surgical procedure, patients may retortheir room, often located just feet from the
operating room, rather than moving to a recoveoyrrgthen returning to their room. Family
members may follow them, and expect to find conatale furnishings available while they wait
for the patient to recover. If patients do not hevee moved about the facility during their
recovery, continuity of nursing care can be inceeas

Wider Impact on Hospital Markets

The direct effect of specialty hospitals on genbrapitals has not been established, but many
general hospitals are making changes, and some #dsribecause of the entrance of specialty
hospitals in their markets (MedPAC, 2005). Spegiabspitals are only part of the competition
general hospitals face. ASC’s and imaging ceraerproliferating, as well, and will continue to
challenge the financial well-being of general htapi Fitch Ratings (September 2004) notes that
ASC’s may exert a greater impact on general hdspitaer time, than specialty hospitals. The
most recent GAO report found that general hosptedsmaking changes whether or not specialty
hospitals are entering their areas. The survey ctatected for that report did not support theaide
that specialty hospitals were the impetus for garerspitals to become more efficient (GAO,
2006).

Whether or not competition has been driving chamgé®spital markets, a joint report produced
by the Federal Trade Commission and the Departofehtstice (July 2004) offers this caution:

Competition cannot provide its full benefits to samers without good
information and properly aligned incentives. Mareg competition cannot
eliminate the inherent uncertainties in health car¢he informational
asymmetries among consumers, providers, and pagompetition will also not
shift resources to those who do not have them.
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Conclusions and Recommendations

Conclusions

Much of the growth in specialty hospitals can hdlaited to flaws in hospital payment schedules,
which provide overly generous rewards for certaicpdures and product lines. In this respect,
the key forces driving development of specialtyfitads in Kansas are beyond the control of the
State. Reimbursement for both hospitals and ptaysianust change within the Medicare
program. HHS/CMS has proceeded with some chawogbetiPPS, but the changes will not be
fully implemented for some time. Physician reingement in Medicare continues to be a
battleground, with reductions being proposed, fladimg to pass in Congress. MedPAC recently
proposed a 1.7 percent increase for 2007. Onemehese reforms are so difficult to enact
politically is that current Medicare payment imbadas favor a number of general hospitals around
the country, just as they favor specialty hospitalkansas.

The question of self-referral relates directlyliege flaws in payments for hospital services. If
payments could be designed that adjust perfectlyddations in the severity and complexity of
each medical case, then physician-owners of spetiaspitals would receive no reward for
diverting more costly cases to full service hodpitdf payments could be withheld for cases in
which surgery was unwarranted, then physician-os/meuld receive no reward for over-
prescribing costly hospital based procedures. ttmiately, payment systems are not
sophisticated enough — and may never able — tovemampletely the financial reward to
physician-owners for diverting costly patients awer-prescribing procedures. This suggests the
potential value of regulating referrals by physic@vners. Such regulation may also carry a cost
in that the same financial incentives that threateppropriate physician-patient relationship may
also suppress physicians’ incentives to initiate sunpport cost-saving measures in a general
hospital. The differences observed in the refgraderns of physician-owners and non-owners is
consistent with the unwanted incentives associattdself-referral. However, the net impact of
physician ownership and self-referral on overafits@nd patient care has not yet been firmly
established.

The Stark self-referral law containing the wholeital physician ownership exception is a
federal law affecting Medicare reimbursement, aaial @nly be changed by Congress. With a
change in Congressional leadership this sessi@pissible the whole hospital exception will be
re-visited. If this exception is removed, it willohibit Medicare reimbursement for physician self-
referrals, which would effectively end physician@stment in specialty hospitals. If Congress
does not act to address the whole hospital exaemind especially if it does not also address the
flaws in Medicare hospital payments for speciadiyvices, the state of Kansas should consider
addressing the issue of self-referral itself, élgqugh regulatory restrictions or hospital liceres
requirements.

Most general hospital administrators we met witlengessimistic that anything short of a
moratorium on specialty hospitals would address ttancerns about loss of business and ability
to provide necessary services 24 hours a day. etdl loss of business to specialty hospitals is
apparent, studies addressing this question havgehotvealed a negative impact on general
hospital operating margins. Alternatively, sptgihospital administrators argue they are a
natural result of physician dissatisfaction witthgeal hospitals. They urge letting market forces
determine where and how health care is providétthough the measured impact on health
outcomes has been modest, studies have shownte@asipact on patient care. The tension
between physician specialists who own and worlpatiglty hospitals and general hospitals is not
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new. A similar situation existed in the 1950's whmany physicians were involved in developing
for-profit hospitals (Light, 2004). Neither grouppears to support fully the reintroduction of
CON in Kansas. General hospitals believe it isl&® and that CON would only hurt them.
Specialty hospitals repeat their argument that etddkces, not government regulation, should
drive investment and expansion in health facilities

A fundamental issue is what role should be playeddneral hospitals, and how government
should subsidize unprofitable services that arefigial to the community. This subsidization
occurs in Kansas with disproportionate share ha(itSH) payments and semi-annual Medicaid
access payments made from hospital provider asses$umds, both of which provide
supplemental payments that specialty hospitalsodqualify for. However these mechanisms are
not designed to compensate for the targeted cotigpetiat specialty hospitals have introduced in
certain markets.

Recommendations

Existing evidence does not clearly indicate whetherharm that specialty hospitals may do to
general hospitals and the community services theyigle outweighs the value specialty hospitals
may add to patient quality and competition. Shatierventions to protect hospital markets and to
correctly align physician incentives might bestoelressed after the new Congress has a chance
to address flaws in Medicare physician and hospagments. Nevertheless, the potential impact
of specialty hospitals is important enough to mawittinued attention. The KHPA Board has
adopted vision principles calling for access tchhigiality, affordable, patient-centered care. In
light of the concerns and promise associated wghritroduction of specialty hospitals into health
care markets in Kansas, KHPA recommends the fafigwi

1. Specialty hospitals have affected the market sbiageneral hospitals and have taken
advantage of flaws in hospital payments to geneigtgficant profits. Recently
announced changes to the Medicare IPPS will hedipesd concerns about the relative
profitability of services provided in general amesialty hospitals. KHPA should
incorporate these changes into its Medicaid inpatieimbursement rates.

2. Although a negative financial impact of specialoshpitals on general hospitals has
not yet been demonstrated, specialty hospitals tesen important market share from
general hospitals. In an effort to provide a meaaeasparent system for the funding of
hospital services that benefit the community, saglincompensated care for the
uninsured, KHPA should continue its work with haals to re-design the Medicaid
DSH program to provide a more consistent and b&tgeted source of funding for
uncompensated care.

3. The harm and/or benefit of specialty hospitals m@grge in greater clarity as time
goes on. To monitor the potential impact of sggclaospitals and other facilities on
the quality and cost of care in Kansas, data tpetmngoing analysis of this impact
should be collected and maintained by KHPA. Thiperative is also consistent with
KHPA's statutory charge to develop and track kegitheindicators. To support this
need, all Kansas hospitals should (continue toyigeoinformation such as that
contained in KHA'’s hospital discharge databasduiting payment information and
patient diagnoses, to KHPA. With appropriate stgffKHPA plans to implement
this recommendation through policies developedheyData Consortium, a collection
of stakeholders and data users that will advis@tieerd on matters of data collection
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and use (see Appendix B).

4. The potential benefits of specialty hospitals aetljitated on the existence of a more
competitive and informed marketplace. Competitiomost likely to improve overall
patient quality if patients are free to make infedrthoices about their providers.
KHPA has recommended a two-phase initiative to idegreater health information
transparency for consumers by i) working with Kanldararies to create a common
destination for publicly-available sources of imf@tion on health care costs and
quality, and ii) working through the Data Consamiito generate new sources of
information that can be collated and shared wittsomers.
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Appendix A
Certificate of Need Programs
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a Map of the

2006 Relative Scope and Review Thresholds: CON Regulation by State
(a geographic illustration of the CON matrix)

« o
Weighted Range of Services Reviewed (see left sife of matrix)
revised July 21, 2006 [ JnocON [_]099 I 10.0-19.9 [} 20.0-44.0
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The CON Matrix of

2006 Relative Scope and Review Thresholds: CON Regulated Services by State

(summarized from the 2006 National Directory of State Certificate of Need Programs and Health Planning Agencies, the 17th edition published by the American Health Planning Association, also see map)

compiled by Thomas R. Piper

s| |6 2 -
Rank 4 Sl e % g ¢ 2 |55 % 5 % € % g lelela é 2 Tally Missouri CON Program
oo HHHEREE AR E R HEEREHEEEEEHHEE R T Tefeson Cis MO
SV(_:S‘ d g % g ; 8 é ,8 S 8 % % g @ S E g % % %J S % _g E % é §) g % %)7 08) §,~‘§E SVCS.) macquest@‘mac.com | ST _I &
weight) HEIREIREERIERR: ol2121318|=1¢18/8|5|2|c(T|2|25|8 8 <|gl 288 ReviewabilityThresholds
O|<|Z|<|23|2|/3|G|o|2 Sl5|S || S|2|o0|o|o|e|&|8|&|&<|3|al&|5| 658 Capital | Med Eqpt | New sve | Weight
33.6 |Connecticut Others 28 1,000,000 400,000 o 1.2
29.7 |Vermont 27 3,000,000 1,000,000 500,000 1.1
29.0 |Alaska l - Assisted living 29 1,050,000 1,050,000 1,050,000/ 1.0
28.6 |Georgia DIRCs 26 1,483,083 823,934 any amt| 1.1
25.2 | West Virginia Behavioral hith| 28 2,000,000 2,000,000 any amt| 0.9
24.0 |Maine - 24 2,666,198 1,333,099 112,800 1.0
21.6 |North Carolina IC & others 27 2,000,000 750,000 o/ 0.8
20.0 |Mississippi 20 2,000,000 1,500,000 any amt| 1.0
20.0 |South Carolina 20 2,000,000 600,000 1,000,000 1.0
17.6 |Tennessee Other 22 2,000,000 1,500,000 any beds| 0.8
16.8 | Dist. of Columbia 24 2,500,000 1,500,000 600,000 0.7
16.2 |New York 27 3,000,000 3,000,000 any amt 0.6
16.0 |Kentucky Mobile sves 20 1,951,612 1,951,612 n/al| 0.8
16.0 |Rhode Island 20 2,000,000 1,000,000 750,000 0.8
16.0 | Missouri New hosp. 16 1,000,000 1,000,000 1,000,000 1.0
15.6 |Hawaii 26 4,000,000 1,000,000 any amt| 0.6
15.2 | Michigan Hosp & Surg 19 2,715,000 any amt  any clinicl| 0.8
15.0 |New Hampshire 15 2,150,891 400,000 any amt| 1.0
14.3 |New Jersey 13 1,000,000 1,000,000 any amt| 1.1
13.2 | Alabama ESRD & ALC 22 4,251,780 2,125,890 any amt| 0.6
11.9 |Washington New hosp bds 17 1,000,000 n/a any amt| 0.7
10.8 | Arkansas Others 9 500,000 n/a n/al 1.2
9.0 lowa 9 1,500,000 1,500,000 500,000 1.0
8.4 llinois Other 21 7,167,063 6,575,036 any amt 0.4
8.4 | Virginia Msl, SPECT 21 5,000,000 Istd eqpt Istd sve| 0.4
8.4 |Florida 12 n/a n/a n/a| 0.7
7.8 Oklahoma psych. 6 500,000 n/a any beds| 1.3
6.3 Montana 7 1,500,000 n/a 150,000 0.9
5.7 |Maryland Others 19 10,000,000 n/a 5,000,000/ 0.3
5.4 |Delaware Birthing ctrs. 9 5,000,000 5,000,000 n/a| 0.6
5.1 Massachusetts ECMO 17 12,516,300 1,335,072 any amt| 0.3
4.5 Nevada 9 2,000,000 n/a n/al 0.5
4.4 | Wisconsin Others 4 1,000,000 600,000 any LTC| 1.1
2.4 |Oregon 2 anyLTC/hsp n/a LTC/hsp| 1.2
1.0 Ohio 2 2,000,000 n/a n/a 0.5
0.4 |Nebraska 2 any LTC n/a n/a| 0.2
0.4 | Louisiana 2 n/a n/a LTC/MR| 0.2

Disclaimer: Rank order relates to volume of items
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Appendix B
Data Consortium Draft Charter

Charter Statement for the Kansas Health Policy Autlority Data Consortium

In its enabling legislation, the Authority is giveesponsibility for a wide range of health and tieahre data and is
charged with using and reporting that informatiod o increase the quality, efficiency and effemtiess of health services
and public health programs. The Authority is sfieaily required to adopt health indicators anduile baseline and trend
data on health costs and indicators in each anmepatt submitted to the Legislature. The Authoaitlyo bears statutory
responsibility for managing a wide array of heal#ta that includes both programmatic, or admirisgainformation and
non-programmatic data:

Programmatic data.Beginning July 1, 2006 the Authority will also besponsible for using and managing the
programmatic data associated with Medicaid, thie gmployees health benefits plan, and the statkens
compensation self-insurance fund.

Non-programmaticiata. The legislation establishing the Authonignsferred powers and responsibilities of the
Health Care Data Governing Board effective Jan@a®006, including ownership of the health caradgstem.
The health care data system includes inpatientitabgaims information and the provider databa$be

Authority is also empowered to expand or redefiamdubmission requirements by providers, insuserd,
others. House Bill 3010, under consideration ley2006 state legislature, would transfer respolitgilior
management of the Kansas Health Insurance Infoom&ystem (KHIIS) to the Kansas Health Policy Auityo
Since ownership of the KHIIS remains with the Kankesurance Department, final decisions regardieg t
collection and use of this data would rest with @@mmissioner.

Establishment. Meeting the information challenge will requir@ew direction, additional resources, and a cootdiha
partnership between the Kansas Health Policy Aitthand the wide community of stakeholders withirserest in the
appropriate and effective use and disseminatidreafth data. To help meet this broad set of resiptities, the Kansas
Health Policy Authority Board hereby establishd3ada Consortium.

Charge. The Kansas Health Policy Authority is to ensine effective collection, management, use and digsgion of
health care data to improve decision-making indiegign and financing of health care and publicthestd wellness
policies. To help meet the Authority’s respondiig$ in this area, the Executive Director is cleatrgvith the responsibility
of convening and directing the Data Consortiume Tonsortium is to advise the Authority in the depeent of policies
and bring recommendations to the Authority for ddesation. Specific responsibilities of the DatanGortium include:

» making recommendations regarding the scope of thithdkity’s responsibilities for managing healthajat
» recommending reporting standards and requirementsoih-programmatic data owned or managed by the

Authority;
Agency Website: www.khpa.ks.gov
Address: Rm. 900-N, Landon Building, 900 SW Jackson Street, Topeka, KS 66612-1220
Medicaid and HealthWave: State Employee Health State Self Insurance Fund:
Phone: 785-296-3981 Benefits and Plan Purchasing: Phone: 785-296-2364
Fax: 785-296-4813 Phone: 785-296-6280 Fax: 785-296-6995

Fax: 785-368-7180



» crafting data use policy recommendations goveratagss to health information by external usersoti b
programmatic and non-programmatic data owned oagh by the Authority;

» recommending empirical studies and evaluations @tipg the goals and objectives of the Authority;

» providing input on health and health care dataaitiites in other organizations and agencies;

» developing recommendations for public reportingndtads for health care providers and other healté ¢
organizations.

Membership. The Data Consortium is designed to bring togethese who generate, manage and use health datddn
to ensure that data policies and recommendatiendereloped with the widest possible consideratioansortium
membership is determined by the Authority and imitlude the following individuals and representasiirom the
following organizations:

Executive Director of the Health Policy Authority
Department of Health and Environment
Department of Social and Rehabilitation Services
Kansas Insurance Department

University of Kansas Medical Center

University of Kansas Medical Center-Wichita
Kansas Health Institute

Kansas Foundation for Medical Care

Kansas Medical Society

Kansas Hospital Association

Kansas Association of Osteopathic Medicine
Kansas Mental Health Association

Kansas Association for the Medically Underserved
Kansas Nurses Association

AARP

Kansas Public Health Association

Two self-insured employers appointed by Kansas @earof Commerce and Industry

Governance The Health Authority establishes the Data Cdingoras an advisory committee to the Authority adotg
to section 3(c) of Senate Bill 272. The Board atittes the Consortium and as many as three wosdbeggroups of the
Consortium to meet as many as six times each yHze.scope of responsibility granted to the Datagodium by the
Health Authority is defined in this charter statedout may be revised by the Authority at its dision. The Executive
Director will serve as Chair of the Consortium. I&ss alternative procedures are adopted by thedBiunms, formal
decisions and recommendations of the Consortiuntoase deliberated according to Robert’s Rules rafe@

The Board recognizes the wide range of issuesespbnsibilities that will be brought together unter aegis of the
Consortium. To help meet these potentially diveesponsibilities, the Board recommends the estaiiént of working
groups (or consortia) in three specific areas dpryavithin the Data Consortium to develop healthecpolicy and data
recommendations for the Board: (1) Health Care iQ#R) Health Care Pricing; and (3) Public He&tbnsumer
information.

Staff support. The Executive Director of the Health Authorigyresponsible for the provision of staff to supploet
activities of the Consortium. The Consortium isried to help meet the Authority’s statutory reqoieats in the area of
data policy and management. These requiremensiastantial, and will require additional resourntdise Consortium
and the Authority are to meet their objectiveshiese areas. The Board in its first report to éggslature on March 1,
2006 indicated that it would develop a requestfiditional resources to address data managemersirahgtic needs.
This request will enable the Authority to addrdws full intent of this Charter statement as wellresbroad statutory
expectations for the Authority.
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